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Independent Auditors Report

To the Board of Directors and Shareholder of

SunAnierica Capital Services Inc

We have audited the accompanying Statement of Financial Condition of SunAmerica Capital

Services Inc the Company as of December 31 2012

Managements Responsibility for the Statement ofFinancial Condition

Management is responsible for the preparation and fair presentation of the Statement of Financial

Condition in accordance with accounting principles generally accepted in the United States of

America this includes the design implementation and maintenance of internal control relevant to

the preparation and fair presentation of Statement of Financial Condition that is free from
material misstatement whether due to fraud or error

Auditors Responsibility

Our responsibility is to express an opinion on the Statement of Financial Condition based on our

audit We conducted our audit in accordance with auditing standards generally accepted in the

United States of America Those standards require that we plan and perform the audit to obtain

reasonable assurance about whether the Statement of Financial Condition is free from material

misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and

disclosures in the Statement of Financial Condition The procedures selected depend on our

judgment including the assessment of the risks of material misstatement of the Statement of

Financial Condition whether due to fraud or error In making those risk assessments we consider

internal control relevant to the Companys preparation and fair presentation of the Statement of

Financial Condition in order to design audit procedures that are appropriate in the circumstances

but not for the purpose of expressing an opinion on the effectiveness of the Companys internal

control Accordingly we express no such opinion An audit also includes evaluating the

appropriateness of accounting policies used and the reasonableness of significant accounting

estimates made by management as well as evaluating the overall presentation of the Statement of

Financial Condition We believe that the audit evidence we have obtained is sufficient and

appropriate to provide basis for our audit opinion

Opinion

In our opinion the accompanying Statement of Financial Condition present fairly in all material

respects the financial position of SunAmerica Capital Services Inc at December 31 2012 in

accordance with accounting principles generally accepted in the United States of America

PricewaterhouseCoopers LLP PricewaterhouseCoopers Center 300 Madison Avenue New York NY 10017

646 471 3000 8132866000 www.pwc.com/us

February 26 2013



SIJNAMIERICA CAPITAL SERVICES INC
An indirectly wholly owned subsidiary of American International Group Inc

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31.2012

ASSETS

Cash and cash equivalents 22890017
Distribution and service fees receivable 3141135
Deferred expenses less accumulated amortization of $20469648 29680765

Deferred income tax asset 12061518

Other assets 604.649

Total assets 68.378.084

LIABILITIES AND SHAREHOLDERS EQUITY

Accrued commissions payable 1991636

Payable to affiliated companies 2065042
Deferred income tax liability 8730833

Other liabilities 92585

Total liabilities 12880096

Commitments and Contingencies See Note

Shareholders equity

Common stock no par value 200 shares authorized

50 shares issued and outstanding at stated value

of $500 per share 25000

Additional paid-in capital 149062321

Accumulated deficit 93.589333

Total shareholders equity 55.497.988

Total liabilities and shareholders equity 68.378.084

The accompanying notes are an integral part of this fmancial statement
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SUNAMERICA CAPITAL SERVICES INC
An indirectly wholly owned subsidiary of American International Group Inc

NOTES TO STATEMENT OF FINANCIAL CONDITION

DECEMBER 31 2012

NOTE 1- ORGANIZATION A1Y41 SIGNIFICANT ACCOUNTING POLICIES

SunAmerica Capital Services Inc the Company is direct subsidiary of SunAmerica

Asset Management Corp formerly known as AIG SunAmerica Asset Management

Corpthe Parent The Parent is direct subsidiary of American General Life Insurance

Company AGL which is direct subsidiary of AGC Life Insurance Company AGC
AGC is direct subsidiary of SunAmerica Financial Group Inc SAFG which is direct

subsidiary of SAFG Retirement Services Inc formerly known as AIG Retirement

Services Inc SAFGRS SAFGRS is direct subsidiary of American International

Group Inc AIG
The Company is registered broker-dealer under the Securities Exchange Act of 1934 and

member of the Financial Industry Regulatory Authority and conducts business as

distributor of mutual funds and variable annuities

Cash and cash equivalents

For purposes of the statements of financial condition and cash flows the Company primarily

holds all of its cash and cash equivalents in JPMorgan Chase bank account and the Wells

Fargo Heritage Money Market Fund

Fair value of financial instruments

Fair Value Measurements ASC 820 Fair Value Measurements and Disclosures

establishes fair value hierarchy that prioritizes the inputs to valuation techniques used to

measure fair value FASB accounting standards define fair value as the price that would be

received to sell an asset or paid to transfer liability in an orderly transaction between

market participants at the measurement date The standards also establish framework for

measuring fair value and valuation hierarchy based upon the transparency of inputs used in

the valuation of an asset or liability Classification within the hierarchy is based upon the

lowest level of input that is significant to the fair value measurement The valuation

hierarchy contains three levels

Level 1Valuation inputs are unadjusted quoted market prices for identical assets or

liabilities in active markets

Level 2Valuation inputs are quoted prices for identical assets or liabilities in markets

that are not active quoted market prices for similar assets and liabilities in active

markets and other observable inputs directly or indirectly related to the asset or

liability being measured

Level 3Valuation inputs are unobservable and significant to the fair value

measurement

The Companys money market fund investments of approximately $6.5 million are classified

within Level of the hierarchy in accordance with ASC 820 as they are valued using

published net asset values The Company does not have any investments that are classified

as Level or Level
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SUNAMERICA CAPITAL SERVICES INC
An indirectly wholly owned subsidiary of American International Group Inc

NOTES TO STATEMENT OF FINANCIAL CONDITION

DECEMBER 31 2012

NOTE 1- ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

CONTD
Income taxes

The Company operates as an integral part of the operations of its Parent It files

consolidated federal and various combined state and local income tax returns with AIG and

separate tax returns with certain other states and localities The income tax provision or

benefit is computed on benefit for loss basis Under this method the Company records

income taxes on separate return basis except that when determining the realizability of

deferred income tax assets it benefits those assets that are realizable when considered in the

context of the consolidated operations of itself and the Parent or are utilized currently by

other members of the consolidated group For certain state and local filings the Company
is charged or credited with an amount equal to its share of the combined state and local

liability or benefit

Deferred income taxes are determined under the asset and liability method and are

recognized for the tax consequences of temporary differences by applying enacted

statutory tax rates expected to apply to taxable income in the periods in which the deferred

income tax liability or asset is expected to be settled or realized The effect of tax rate

changes on deferred income taxes is recognized in the income tax provision in the period

that includes the enactment date The Company provides valuation allowance against

deferred income tax assets DTAs when it is more likely than not that such DTAs will not

be realized as described above

The Company recognizes tax benefits from uncertain tax positions only when tax positions

meet the minimum probability threshold as defined by ASC 740 Income Taxes which is

tax position that is more likely than not to be sustained upon examination by the applicable

taxing authority position that meets this standard is measured at the largest amount of

benefit that will more likely than not be realized upon settlement liability is established

for differences between positions taken in tax return and amounts recognized in the

financial statements The Companys continuing practice is to recognize interest and

penalties related to income tax matters as component of the income tax provision

Deferred expenses

The Company defers distribution costs related to sales of mutual funds the Funds which

have both 12b-1 distribution plan and contingent deferred sales charge feature These

costs are amortized on straight-line basis adjusted for redemptions over period ranging

from one year to six years subject to periodic reviews of the realizability through projected

future cash flows

Distribution and service fees

12b-l fees consist of distribution fees and service fees paid by the Funds to the Company as

the distributor of the Funds shares These fees are accrued monthly and are computed based

on the average net assets of the Funds under management

-4-



SUNAMERICA CAPITAL SERVICES INC
An indirectly wholly owned subsidiary of American International Group Inc

NOTES TO STATEMENT OF FINANCIAL CONDITION

DECEMBER 312012

NOTE 1- ORGANIZATION AN SIGNIFICANT ACCOUNTING POLICIES

CONTD

Use of estimates and indemnifications commitments and contingencies

The preparation of financial statements in conformity with generally accepted accounting

principles requires management to make estimates and assumptions that affect the reported

amounts of assets and liabilities and disclosures of contingent assets and liabilities at the

date of the financial statements and the reported amounts of revenues and expenses during

the reporting period Actual results could differ from those estimates

In the normal course of business the Company enters into contracts that contain variety of

representations and warranties and which provide general indemnifications The Companys

exposure under these arrangements is unknown as this would involve future claims that may
be made against the Company that have not yet occurred However based on experience

the Company expects the risk of loss to be remote

NOTE 2- RELATED PARTIES

The following is summary of the significant transactions with affiliated companies as of

December 31 2012 and for the year then ended As indicated below the Company had

significant transactions with related parties the terms of which may not necessarily be

indicative of the terms that would have existed if the Company operated as an unaffiliated

entity The Company is principal distributor of various mutual funds and annuities

managed by the Parent

The Company has policy whereby certain sales and marketing expenses incurred by the

Parent on the Companys behalf are reimbursed by the Company These amounts totaled

$20.6 million for 2012 of which $10.3 million have been included in deferred expenses on

the Statement of Financial Condition

Approximately $3.8 million has been earned by affiliates during the year ended December

31 2012 for commissions and other sales and marketing costs in connection with the

distribution of mutual fund shares

During the year the Company received capital contribution of $33 million cash directly

from the Parent As of December 31 2012 the Company had $2065042 payable to

affiliates recorded on the Statement of Financial Condition The payable balance was

related primarily to sales and marketing expenses paid on behalf of the Company and due to

the Parent
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SUNAMERICA CAPITAL SERVICES INC
An indirectly wholly owned subsidiary of American International Group Inc

NOTES TO STATEMENT OF FINANCIAL CONDITION

DECEMBER 31 2012

NOTE 2- RELATED PARTIES CONTD

The Company participates in consolidated federal income tax return with AIG and is

subject to tax sharing agreement Pursuant to that agreement the Company expects to

receive payment for portion of its net operating losses after the filing of the 2012 federal

consolidated return in 2013

The Company is jointly and severally responsible with AIG and other participating

companies for funding obligations for the AIG Retirement Plan qualified non-

contributory defined benefit retirement plan which is subject to the provisions of the

Employee Retirement Income Security Act ERESA of 1974 ERISA qualified defined

contribution plans and ERISA plans issued by other AIG subsidiaries the ERISA Plans If

the ERISA Plans do not have adequate funds to pay obligations due participants the Pension

Benefit Guaranty Corporation or Department of Labor could seek payment of such amounts

from the members of the AIG ERISA control group including the Company Accordingly

the Company is contingently liable for such obligations The Company believes that the

likelihood of payment under any of these plans is remote Accordingly the Company has not

established any liability for such contingencies

Through series of transactions that closed on January 14 2011 AIG exchanged various

forms of government support for AIG common stock and the U.S Department of the

Treasury Department of the Treasury became AIGs majority shareholder with

approximately 92 percent of outstanding AIG common stock at that time

The Department of the Treasury as selling shareholder sold all of its shares of AIG

common stock through six registered public offerings completed in May 2011 and in March

May August September and December 2012 the 2012 offerings collectively referred to as

the 2012 Offerings In the 2012 Offerings the Department of the Treasury sold

approximately 1.5 billion shares of AIG common stock for aggregate proceeds of

approximately $45.8 billion AIG purchased approximately 421 million shares of AIG

common stock at an average price of $30.86 per share for an aggregate purchase amount of

approximately $13.0 billion in the first four of the 2012 Offerings AIG did not purchase

any shares in the December 2012 offering The Department of the Treasury still owns

warrants to purchase 2.7 million shares of AIG common stock which expire in 2018

AIG is currently regulated by the Board of Governors of the Federal Reserve System

FRB and subject to its examination supervision and enforcement authority and

reporting requirements as savings and loan holding company SLHC In addition

under the Dodd-Frank Wall Street Reform and Consumer Protection Act Dodd-Frank
AIG may separately become subject to the examination enforcement and supervisory

authority of the FRB In October 2012 AIG received notice that it is under consideration

by the Financial Stability Oversight Council created by Dodd-Frank for proposed

determination that it is systemically important financial institution SIFI
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SUNAMERICA CAPITAL SERVICES INC
An indirectly wholly owned subsidiary of American International Group Inc

NOTES TO STATEMENT OF FINANCIAL CONDITION

DECEMBER 312012

NOTE 2- RELATED PARTIES CONTD

Changes mandated by Dodd-Frank include directing the FRB to promulgate minimum

capital requirements for both SLHCs and S1FIs

Additional information on AIG is publicly available in its regulatory filings with the U.S

Securities and Exchange Commission SEC Information regarding AIG as described in

these footnotes is qualified by regulatory filings AIG files from time to time with the SEC

NOTE 3- iNCOME TAXES

The deferred income tax liability is primarily due to tax differences related to amortization

of deferred expenses and the deferred tax assets are related to net operating loss

carryforwards

The Company has deferred income tax assets of approximately $12.1 million related to

federal net operating loss carryovers These deferred income tax assets are considered more

likely than not realizable based on the historical and projected earnings of the Parent

In addition the Company has state net operating loss carryforwards of $58 186000 Such

carryforwards begin to expire in 2013 The Company has concluded that it is more likely

than not that deferred income tax assets related to the state net operating loss carryforwards

are not likely to be realized Accordingly as of December 31 2012 the Company has

valuation allowance of $2193408 on the related deferred income tax assets

NOTE 4- NET CAPiTAL REOUIREMENTS

The Company is subject to the Securities and Exchange Commissions Uniform Net Capital

Rule 15c3-1 which requires the maintenance of minimum net capital of the greater of

$25000 or 6-2/3% of total aggregate indebtedness At December 31 2012 the Company

had net capital as defined of $20550320 which exceeded its requirement of $276618 by

$20273703 The Companys ratio of aggregate indebtedness to net capital at December 31

2012 was.21

NOTE 5- SUBSEOILJENTS EVENTS

An application has been filed with the Financial Industry Regulatory Authority Inc to merge

the Company with two of its affiliated broker-dealers American General Distributors Inc and

American General Equity Services Corp This merger is expected to be completed in early

2013 and management is assessing the financial and operational impacts to the Company
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